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KEY ECONOMIC INDICATORS 


In millions of U.S. dollars unless noted 


Domestic Economy 
Population (thousands) 


Population growth (%) 

GDP in current dollars 

Per capita GDP, current dollars 
GDP in local currency (% change) 
Consumer Price Index (% change) 


Production and Employment 
Labor force (millions) 


Unemployment (avg % for year) 1/ 
Industrial production index (local 
currency base 1973=100) (% change) 
Govt. oper. deficit (% of GDP) 


Balance of Payments 
Exports (F.0O.B.) 


Imports (F.0.B.) 

Trade balance 

Current=-account balance 
Foreign direct investment (new) 
Foreign debt (year end) 

Debt-service paid 

Debt-service owed 


Debt-service paid as % of merchandise 


exports 
Foreign exchange reserves (year end) 
Average exchange rate for 
year (I/.=US$1.00) 2/ 
Foreign Investment 
Total (cumulative) 
U.S. (cumulative) 
U.S. share (%) 


U.S. -— Peru Trade 
U.S. exports to Peru (F.A.S.) 
U.S. imports fm Peru (C.I.F.) 
Trade balance 
U.S. share of Peruvian exports (%) 
U.S. share of Peruvian imports (%) 
U.S. Bilateral Economic Assistance 


1984 
Actual 


2.8 
-4.9 


3,147 
2,140 
1,007 
-221 
-89 


13,338 


548 
1,727 


17.4 
1,103 


3.65 


1,361 
628 
46.1 


748 

1,402 

-654 
44.5 
34.9 
185.1 


1985 
Actual 


2,978 
1,806 
1,273 

125 

1 
13,753 
485 
1,582 


16.3 
1,383 


12.62 


1,413 
633 
44.8 


492 

1,152 

-660 
38.7 
27.2 
83.8 


1986 
Actual 


20,209 


2.6 


16,659 
824 


8.5 


62.9 


2,509 
2,525 
-16 
-1,055 
22 
14,496 
376 
1,683 


15.0 


924 


17.76 


1,451 
643 
44.3 


692 

858 

-166 
34.2 
27.4 
58.4 


1987 
Estimate 


20,734 
2.6 

20,258 

977 
6.0 
110.0 


2,620 
2,796 
-176 
-1,181 
26 
16,126 
485 
1,688 


18.5 
200 


31.40 


N/A 
N/A 
N/A 


690 

796 

-106 
30.4 
24.7 
58.0 


Principal U.S. exports (1986): Crude petroleum & derivatives, coffee, refined 
silver 

Principal U.S. imports (1986): Computers, wheat, corn, soybean-oil 
Sources: Central Bank, National Institute of Statistics, Ministry of Economy, 
and Ministry of Labor 


1/ The underemployment in 1984, 54.2%; 1985, 34.1%; 1986, 51.4%; 1987, 55% 


2/ Financial exchange rate 





Introduction and Summary 


Upon taking office in July 1985 for a 5-year term, the government 
of President Alan Garcia adopted a series of unconventional or 
heterodox economic policies which have temporarily, at least, 
reversed Peru’s economic decline. These policies based upon: 


-- Demand-led growth: based on a policy of increasing wages faster 
than inflation and an extensive government-financed community 
services work program for the unskilled or unemployed; 


-- Price controls and lowered production costs: prices of basic 
commodities, many of which are distributed by the government, have 
been held below the rate of inflation, while prices of 
nonessentials have risen enough to avoid serious shortages. Tax 
cuts, lower interest rates, and the availability of extensive 
excess capacity throughout the economy allowed production to 
expand at reduced additional cost, while increased sales have 
permitted substantial profits in spite of reduced margins; 


-- Use of multiple exchange rates, export incentives, and import 
controls as a substitute for devaluation; 


-- Limited repayment of foreign debt: the government financed some 
of this growth by using funds which otherwise would have gone to 
service Peru’s external debt. Short-term trade credits have been 
rolled over, but repayment on longer term debt has been severely 


limited and directed to those creditors who provide a net positive 
flow of funds. 


These policies permitted a strong recovery of the domestic economy 
-- GNP grew 8.5 percent in 1986 and an estimated 6 percent in 1987 
-- and a significant drop in inflation in 1986. Over the course 
of 1987, however, the cost of these policies has become 
increasingly apparent. As their benefit and effectiveness 
diminish, there are indications that they are being reconsidered. 
Significant policy changes may be forthcoming. 


On the trade side, the consumption-driven recovery led to a jump 
in imports and a drop in exports. Peru’s favorable trade balance 
deteriorated between 1985 and 1987. The Peruvian Government’s 
present trade goal is to foster a positive flow of hard currency 
by reducing nonessential imports, controlling industrial 
intermediate imports or developing substitutes for them, and 
promoting nontraditional exports. To date, Peru has achieved some 
limited success in the last of these three goals. Lower levels of 
bilateral and multilateral aid, reduced availability of commercial 
credit, and falling exports all contribute to Peru’s worsening 
balance-of-payments (BOP) situation. The continuing drop in 
foreign exchange reserves grew significantly worse in late 1987 
and provoked a major devaluation. 
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Peru’s ability to meet its growth target of 6 percent per annum 
for the next few years will require substantial amounts of new 
private investment and sources of funding, both foreign and 
domestic. A key factor in finding a remedy to the 
balance-of-payments and funding dilemmas will be the 
reestablishment of normal relations with Peru’s international 
creditors. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Public Finance, Money and Prices: The Garcia government has cut 
back on major infrastructure and public works projects, but 
current expenditures, including higher government wages, 
agricultural and other price subsidies, and exchange rate 
subsidies, have increased. Meanwhile, tax revenues have fallen 
with the reduction of corporate and personal income tax rates and 
certain indirect taxes. The result was a fiscal deficit that rose 
from 2.6 percent of GNP in 1985 to 4.3 percent in 1986. 

Government revenues continued to fall in 1987, due to reduced 1986 
banking, mining, and heavy industry profits; a further reduction 
in the personal income tax rate; the refusal of the government to 
increase the tax on gasoline until mid-year; and lower export and 
import tax collections. The government now officially estimates 
the 1987 budget deficit will be 6.5 percent, a figure that 
excludes unpaid foreign debt service obligations. Other observers 
believe it will be somewhat higher. 


On January 1, 1986, the government introduced the inti, the 
official currency replacing the sol (1 inti equals 1,000 soles), 
and devalued the inti against the dollar. It also took a number 
of steps to curb the "dollarization" of the economy, so that by 
the end of 1986, the local currency represented 87 percent of 
total liquidity compared to 46 percent in mid-1985. The 
government has largely relied upon a multiple exchange rate system 
instead of devaluation to promote exports while curbing inflation, 
but two major devaluations in late October and early December have 
brought the official exchange rate to 33 intis per dollar from 
15.93 per dollar earlier in the year. The number of rates 
applicable to exports and imports has been reduced from 15 to 6. 

A foreign exchange certificate rate (62 intis per $1 on December 
24) is available for banking and other transactions. An illegal 
parallel market also exists where the inti traded for 85 per $1 in 
late 1987. 


The government had some success in its early efforts to curb 
inflation. Through the use of widespread price controls, the 
annual rate of increase in the consumer price index was reduced 
from 158 percent in 1985 to 63 percent in 1986. With the 
relaxation of controls in 1987 to reflect higher costs and prevent 
shortages, inflation increased and was 110 and 120 percent at 
year-end. 
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Foreign Debt: President Garcia’s announcement in his July 1985 
inaugural address that Peru would limit payments on its mediun- 
and long-term external debt to 10 percent of export earnings 
became a hallmark of the government’s heterodox economic program. 
Restricting payments enabled Peru to retain scarce foreign 
exchange and maintain relatively high reserve levels despite 
substantial balance-of-payments deficits in 1986 and 1987. The 
policy has severely strained relations with Peru’s international 
creditors, both public and private. 


Total foreign debt was $14.5 billion at the end of 1986, compared 
to $13.8 billion at the end of 1985 and was expected to increase 
to $16.1 billion by the end of 1987. Since Peru has received 
little new lending in the past 2 years, most of this increase 
represents unpaid interest and principal on prior obligations. 
While debt as a percentage of GDP has declined from 109 percent in 
1985 to 80 percent in 1987, Peru’s capacity to service its debt, 
as measured by debt service obligations relative to exports, has 
deteriorated because of the decline in export revenues. At the 
end of 1987, total arrears on external debt obligations were 
estimated at about $7.5 billion. 


The Peruvian government is making cash payments, albeit with 
considerable delays, on U.S. foreign assistance and PL-480 loans, 
and these programs are continuing. As a means of repaying its 
large debts to the Soviet Union and Eastern Europe, the government 
has increasingly relied on countertrade arrangements. Peru also 


agreed, in mid-1987, to an arrangement with First Interstate Bank 
of California and Midland Bank (of London), under which the banks 
will export Peruvian goods and services, with one-third of the 
earnings to be applied as debt service. There have been no 
debt-equity swaps to date. Some types of payments, including 
those on short-term debt, on debt contracted after July 1985, and 
on loans secured from Latin American governments, as well as 
payments in kind, are not included in the debt-service limit. 


In August 1986, as a result of its arrears to the International 
Monetary Fund (IMF), the Fund declared Peru "ineligible" to draw 
further on Fund resources. Peru has cooperated, however, with an 
IMF review of the Peruvian economy (Article IV consultation) which 
was completed in November 1987. The World Bank also suspended 
disbursements in May 1987 after Peru stopped payments, but 
preliminary efforts have been made by both sides to reestablish 
normal operations. Peru has remained current in its payments to 
the Inter-American Development Bank. 


Balance of Payments: Peru has encountered balance-of-payments 
difficulties for a number of years. Between 1984 and 1985, 
reduced economic activity, lower world prices for mineral exports, 
and rising inflation contributed to an increasingly unstable 
financial situation and continued capital flight. Foreign 
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borrowing went towards military equipment, large infrastructure 
projects, and food imports, with only a small portion going 
towards productive investment. 


While domestic economic performance has improved over the past 

2 years, the balance of payments has deteriorated. A 1985 trade 
account surplus of $1.2 billion turned into a $16 million deficit 
in 1986, and the slightly positive current account of 1985 turned 
sharply negative. Peru’s export earnings fell 16 percent in 1986 
due to depressed world prices for its traditional exports, lower 
than expected earnings from nontraditional exports, and strong 
domestic demand which absorbed otherwise exportable products. A 
$409 million drop in sales of crude oil and petroleum products due 
to lower prices and volume was the major factor in reduced export 
earnings, but returns on most mineral products and traditional 
agricultural exports such as sugar and cotton were also down. 
However, revenues from coffee (higher prices) and fishmeal (higher 
volumes) were up. On the import side, the consumption-driven 
"boom" resulted in a 40 percent increase in imports over 1985, 
primarily raw materials, intermediate inputs, and consumer goods. 
A 2-year prohibition on private sector remittances and royalty 
payments, instituted in August 1986, helped to temporarily reduce 
the current account deficit. 


Estimates of trade and current account balances worsened in 1987. 
Despite higher oil prices, export revenues will improve little if 
any because of lower export volumes. Nontraditional exports have 
also not performed as well as hoped because of unfavorable 
exchange rates for exports and continued high domestic demand. 
Mineral and metals exports, particularly copper, performed better 
than in 1986 because of higher world prices. A series of import 
measures introduced early in 1987 to protect dwindling foreign 
exchange reserves. Although these measures had some effect during 
the first few months, reserves again began to fall sharply after 
mid-year as imports rose. 


Investment and Trade Policy: Although the Garcia government has 
recognized the need for new investment and has taken steps to 
encourage domestic investment in particular, major potential 
investors have remained cautious. While private sector investment 
is reported to have increased 22 percent in 1986 over the previous 
year, relatively little of this went towards the creation of major 
new plants and productive capacity. 


The year 1987 was dubbed the "Year of Investment." The government 
embarked (with considerable publicity) on a program of partnership 
with the private sector to secure the investment needed to sustain 
a 6 percent growth level well into the future. Companies were 

encouraged to develop investment proposals and to draw on the 

considerable profits accumulated during 1986. The government, in 
turn, offered tax and exchange rate incentives, as well as capital 
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contributions. Numerous proposals were put forward, particularly 
in the agricultural, food processing, and textile sectors. By 
mid-year, however, the program had lost its momentum as a result 
of controversy over two government actions: a short-lived 
requirement that certain firms purchase new "Public Treasury 
Investment Bonds" and the President’s July 28 announcement 
nationalizing all remaining private banks, finance companies, and 
insurance firms. The bank nationalization, approved by Congress a 
few months later but still not fully implemented, has had a 
particularly severe effect on private sector confidence. 


Major policy contradictions have also been evident in the area of 
trade policy, where government unwillingness to devalue the 
currency has clashed with the need to preserve scarce foreign 
exchange. The government has added to the import restrictions 
initiated by the previous administration in an unsuccessful 
attempt to limit increased imports resulting from the overvalued 
inti. Exports have been promoted only through the use of exchange 
rate premiums administered through the cumbersome multiple 
exchange rate system. 


Early in 1986, responsibility for foreign trade policy matters 
shifted from the Ministry of Industry and Commerce to a newly 
created Foreign Trade Institute (ICE). While ICE has provided a 
needed focus for trade policy issues and has undertaken a number 
of positive initiatives, it has also created new disincentives to 
trade, such as recent contracts with two international 


surveillance firms. These contracts have the potential of 
complicating the transaction process and resulting in the release 
of proprietary business information. Peru is a member of GATT and 
takes an active role in a number of aspects of the current round 
of trade negotiations. 


Industry and Manufacturing: The initial policies of the Garcia 
government were most immediately (and obviously) successful in the 
industrial sector of the economy. Production accelerated in 1986, 
with sales of many consumer goods increasing 50 percent over 1985 
levels. By the end of the year, many key industries, including 
food products, soft drinks, beer and wine, textiles, industrial 
chemicals, plastics and petroleum refining, approached full 
capacity. This led to concern that, without significant 
additional investment, these industries would be unable to meet 
further increases in domestic demand, much less fulfill the 
government’s targets of higher exports of textiles and processed 
foods. 


As a result, the government authorized price increases for many of 
these products to encourage investment. Production continued to 
increase in 1987, albeit at a slower pace. Some limited new 
investment has occurred, but capacity constraints and bottlenecks 
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began to show and are likely to become more serious in 1988. 
Another ongoing constraint is the difficulty of acquiring 
necessary industrial inputs because of government import and 
foreign exchange restrictions. In recent instances where 
shortages developed because domestic supply failed to keep up with 
demand, e.g., raw cotton and tires, the government averted serious 


shortages by approving imports of the necessary raw materials or 
finished products. 


In mid-1987, the Ministry of Industry, Commerce and Tourism 
announced a major initiative to promote travel to Peru, whose 
tourism potential is considerable, but still relatively 
undeveloped. Lack of transportation and adequate accommodations 
in some areas and terrorist activity in others inhibit rapid 
growth. Nevertheless, about 300,000 tourists visited the country 
in 1986, 6.3 percent more than the previous year. The government 
looks to continued growth, as direct commercial flights between 
Peru and the United States resumed in June 1987. 


Labor: Although only about 18 percent of the country’s labor 
force is unionized, organized labor plays a significant role in 
Peruvian economic life. Since 1985, the number of strikes, 
workers affected, and man-hours lost has risen dramatically. A 
wave of strikes by public sector workers has afflicted the country 
since September 1987, and this trend is likely to continue in 1988 
as the economic and labor policies of the Garcia administration 
come increasingly under criticism. These attacks will be 
initiated principally by Marxist-led unions, but also by other 
organized labor sectors reacting to the country’s worsening 
economic situation. Aware that more than four-fifths of Peru’s 
work force is -- and much of that in the “informal economy" -- the 
government has instituted substantial government-decreed salary 
increases. As substantial as some of these increases have been, 
they have not kept up with inflation. It is estimated that close 
to 60 percent of the country’s work force of seven million is 
either unemployed or underemployed. 


Mining and Petroleum: The large producers -- state-owned 
CENTROMIN, Minero Peru, Tintaya and Hierro Peru, and U.S.-owned 
Southern Peru Copper -- produce all of the nation’s iron ore, 92 
percent of the copper, and a substantial share of other minerals. 
Twenty-nine medium-sized firms account for slightly over one-half 
of silver, lead, and zinc output; and numerous small mines produce 
alluvial gold and small amounts of lead and zinc. 


The mining industry, Peru’s major source of foreign exchange, 
faced serious losses in 1986 -- the result of low international 
metal prices, labor unrest, terrorist activities, and government 
policies which discouraged exports and new investment. Overall, 
mineral production fell 4 percent in 1986. Substantial losses in 
copper output due to long strikes at Southern Peru and CENTROMIN 
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were partially offset by higher production at Tintaya, which 
completed its first full year of operation and became Peru’s 
second largest copper producer. Iron ore output increased 2.5 
percent. Government efforts to attract investors to a new gold 
placer concession were unsuccessful, and despite price incentives 
offered by the Banco Minero, as much as one-half of Peru’s 
alluvial gold production is illegally sold outside of official 
channels. Although the value of mineral exports dropped 16 
percent to $1.3 billion in 1986, the sector’s contribution to 
total export earnings remained at about 43 percent because of 
declines in the value of oil and other exports. 


The situation has improved somewhat in 1987 due in part to more 
stable labor conditions, and also to improved metal prices, 
particularly for copper and lead. The government adjusted its 
exchange rate policies to provide producers a better return on 
their export earnings. The government is considering a revision 


of the mining law to provide significant encouragement to new 
sectoral investment. 


The petroleum sector also fared badly in 1986. Crude production 
fell 5.8 percent, to 177,500 barrels per day. Increased domestic 
consumption forced Peru to reduce exports, and with the dramatic 
drop in world prices, export earnings fell from $666 million in 
1985 to $250 million in 1986. While oil prices strengthened in 
1987, production continues to fall and consumption to rise. 
Estimates of 1987 export earnings are little better than in 1986. 


Occidental Petroleum, which operates primarily in the northeastern 
jungle and is the largest oil producer in Peru, signed new 
contracts in 1986 covering its existing operations and the 
exploration of a new area in the central jungle, both involving 
large investment commitments. Royal Dutch Shell, exploring in 
Peru since 1982, has made a major gas find of 7 trillion cubic 
feet of gas and 200 million barrels of condensate. State-owned 
PetroPeru operates fields in the northeastern jungle and the north 
coast. A new state company, Petromar, was created in late 1985 to 
take over the offshore fields nationalized from the U.S.-owned 
Belco Petroleum. Enron Corporation, which had purchased Belco, is 
continuing discussions with the Government of Peru in an effort to 
obtain compensation for its assets. 


New reserves must be found quickly or Peru will become a net oil 
importer in the near future. A number of foreign companies have 
expressed interest in new exploration contracts and legislation 
recently approved by Congress may offer more attractive terms. 


Agriculture and Fisheries: The agriculture sector had a good year 
in 1986; overall output grew 4 percent according to official data, 
although the Embassy’s estimate is somewhat lower, at 3.2 percent. 
(Annual growth over the last 20 years averaged only 1 percent.) 





-10- 


Significant gains were made in the yellow corn, coffee, cotton, 
and potato harvests, while rice and sugar recorded declines. 
Poultry and egg production rose sharply and now account for just 
over half of the sector’s output. Beef and mutton production 
continued to decline while pork and milk production expanded. 


The huge projected increase in rice production in 1987 more than 
offset losses in the cotton, potato, and sugar crops, and it now 
appears that overall growth in the sector was about 4 percent. 
This improved agricultural performance is due largely to policies 
instituted by the Garcia government with the express purpose of 
shifting funds and resources to the rural sector. Producer 
support prices have been raised sharply in real terms; credit has 
been made more readily available (often at negative real interest 
rates); and subsidies on inputs such as fertilizer have led to 
large increases in usage. Although successful to date, these 
policies will have to be adjusted in the future or they will pose 
an unbearable financial burden on the economy. 


The fisheries industry also fared better in 1986, particularly in 
the production of fishmeal and oil for export. The 1986 catch of 
5.2 million tons, the largest since 1971, was 28 percent higher 
than 1985’s level, due primarily to a huge increase in the anchovy 
catch. (The industry suffered heavily in the 1983-85 period due 
to "El Nino," a periodic climatic phenomenon which brings with it 
waters too warm for anchovy and also affects coastal rainfall 
patterns.) While not a major component of GDP, the industry 
doubled its share of export earnings to $204 million in 1986. In 
1987 a mild "El Nino" reduced the anchovy catch, but exports 
remained high because of a carryover from 1986. 


The government has emphasized improved exploitation of Peru’s 
extremely rich fisheries resources, both for meal and oil 
processing and for human consumption. In August 1986, the 
Ministry of Fisheries created a Fisheries Reactivation Fund to 
help finance additions to the commercial fleet. In an effort to 
increase local fish consumption, the state-owned fishing firm 
Flopesca acquired seven used fishing trawlers from the 
Netherlands. Despite a major publicity campaign, however, frozen 


fish sales have lagged, largely due to an inadequate storage and 
distribution network. 


Transportation and Communications: Significant progress has been 
made in resolving one of the two outstanding transportation issues 
with major implications for U.S.-Peru commercial relations. As a 
result of a new civil aviation agreement signed December 16, 1986, 
direct commercial passenger and cargo flights between the two 
countries resumed June 12, 1987, following a 3-year hiatus. 
Eastern Airlines is the U.S.-designated passenger carrier, while 
state-owned AeroPeru and the private carrier Faucett have been 
designated by Peru. Both AeroPeru and Faucett have recently 
purchased or leased additional aircraft to cover these new routes. 
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In July 1987, Peru revised its maritime regulations governing the 
access of third flag carriers (i.e., ships sailing under other 
than a U.S. or Peruvian flag) to its trade following consultations 
with the U.S. Government. Complaints by U.S. shippers that Peru’s 
cargo reservation rules restricted access by third flag carriers 
to U.S.-Peru trade led to an investigation and potential legal 
action by the Federal Maritime Commission (FMC) against Peruvian 
carriers. After negotiations with the U.S. Government, Peru 
agreed to modify its regulations to permit adequate third flag 
access. The FMC, however, announced on December 2 its intent to 
close U.S. ports to Peruvian vessels unless Peru removes the 
restrictions on access to U.S.-Peruvian trade. 


Peru’s domestic transportation infrastructure requires extensive 
investment to upgrade and replace existing equipment and 
facilities. The needs are particularly acute in the capital, 
Lima, where most of the six million inhabitants rely exclusively 
on public transportation. Since taking office, President Garcia 
has actively promoted development of an above-ground urban rail 
system, but construction, which began in late 1986, now is stalled 
because of engineering and financing problems. 


ENTEL-PERU, the state-owned telecommunications company, has 
embarked on an aggressive program to extend telephone and related 
services to the poorest rural areas as well as to expand service 
in major urban centers. (The Peruvian Telephone Company (CPT), a 
mixed state-private company, serves the Lima area.) In early 


1987, ENTEL awarded a $4 million contract to the U.S. firm 
GTE/Telenet to provide switching equipment in the initial phase of 
an extensive data transmission system. This is the first major 
award to a U.S. firm in this sector in many years and offers a 
good possibility for follow-on sales. A member of INTELSAT, ENTEL 
also has indicated a strong interest in utilizing the services of 
PANAMSAT, a private U.S. satellite company, to provide television 
services to rural areas once PANAMSAT’s satellite is launched. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


Broad Market Outlook: Peru’s total imports fell from $3.7 billion 
in 1982 to $2.5 billion in 1986. The United States, Peru’s major 
trading partner, saw its import market share decline slightly from 
30 to 27.5 percent during the period. The demand-led stimulation 
to the economy resulted in increased import demand for industrial 
intermediate goods. This, coupled with a drop in exports, led to 
a serious decline in Peru’s balance of trade. Peru’s trade 
surplus with the United States, $660 million, in 1985, plummeted 
to $166 million in 1986. This trend continued in 1987, as the 
surplus declined even further. Responding to the downturn, the 
government introduced measures to reduce nonessential imports, 
control industrial intermediate imports, and promote 
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nontraditional exports. A complex system of import licenses, 
currency controls, and financing requirements was established, 
thereby slowing further an already cumbersome systen. 


Even though it was widely recognized that the boom could not 
continue without major new productive investment (both foreign and 
domestic), in mid-1986 the government decided to freeze overseas 
remittance of profits, royalties, and interest payments. Several 
promotion schemes to stimulate domestic investment were 
implemented (with mixed results), but foreign companies were 
excluded from the most attractive of the plans. To encourage new 
foreign investment in export-oriented industries, the government 
offered concessions: the profit remittance and a promise to allow 
imports at half the value of any new exports generated. 


Best Prospects: Given the current economic objectives of the 
government, U.S. exporters should concentrate on: 
telecommunications systems and equipment, agricultural machinery, 
mining equipment, oil and gas field equipment, general industrial 
equipment, and security and safety equipment. Other markets which 
would serve Peru’s export promotion objectives or meet domestic 
demand include: food processing and packaging equipment, 
commercial marine equipment, medical and hospital equipment, 


computers and related equipment, as well as automobile parts and 
accessories. 


Obstacles to trade: Since July 1985, the government has imposed a 
series of trade restrictions including a ban on certain imports, 
especially luxury goods, some food and paper products, and 
electrical appliances. It has restricted other imports through a 
system of multiple exchange rates, which make these relatively 
more expensive. Foreign banks continue to limit trade credits and 
local banks have few credit lines available. Since early 1987, 
the government has required 180-day financing for knocked-down 
vehicles (CKD) packages used by vehicle assemblers, 
telecommunications equipment, and some household appliances. In 
April 1987, consumption of luxury goods was curtailed through a 
selective tax. The price of locally assembled cars increased 32 
percent as a result of this measure. Since 1985, a prior import 
license has been required on most imports--a cumbersome 
process--but in early 1987, the government has computerized the 
system to facilitate issuance of automatic licenses. 


Incentives to Trade: Peruvian trade incentives change frequently, 
as the government shifts priorities among sectors. In 
agriculture, duty-free entry of machinery, equipment, and supplies 
is allowed, provided the items are not available from domestic 
sources. In the mining sector, small-scale mining firms are 
exonerated from all sales taxes, surcharges, and customs duties 
for the import of new and used equipment, machinery supplies, and 
parts. Medium-scale mining firms are exempt from sales taxes and 
surcharges, but must pay customs duties. 
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All machinery, equipment, and parts used exclusively for marine 
fishing activity may enter duty-free as may machinery, equipment, 
and parts used solely in paper and cardboard manufacturing and in 
the pulp and paper industry. Used, reconditioned, or 
remanufactured production equipment used principally for the 
production of export products also receives duty-free status. 
Capital goods, equipment, and parts used only in newspaper, 
magazine and book publishing, in telecommunications, and in film 
laboratories are exempt from all duties and taxes until 1993. 


Given the complexities of the Peruvian import system, potential 
exporters are advised to contact the U.S. Department of Commerce 


in Washington, D.C., to determine what current regulations are 
applicable. 


Investment opportunities: The government publicly has announced 
its interest in attracting foreign investment in the industrial, 
agro-industrial, and agricultural sectors. It has designated 
export, import substitution, and food product industries as 
priority sectors. In order to qualify for the full range of 
incentives, operations must nonetheless be located outside of Lima 
and Callao metropolitan areas, in accordance with the government’s 
decentralization policy. The new investment incentives for 
export-oriented sectors are only in the development process. 
Several foreign companies are investing in swine production, fruit 
plantations, and cut flower production, among others, under a new 
law that eases regulations on the use and ownership of unused 
(principally desert) land. 


Major Projects: Since July 1985, the government has not initiated 
new major projects because of financing difficulties and changing 
priorities. The only large infrastructure projects that the 
government now plans to finish are those which were already near 
completion. Conceptually, the government favors projects which 
will improve the rural poors’ economic infrastructure and those 
which will positively affect the balance of payments. However, 
the financial situation clouds even those major projects which 
have high-level political support. The regional development 
authorities (CORDES), which recently have been given more autonomy 
in the selection of development projects -- as well as more money 
-- may have more flexiblity in funding projects. 


For more current information: The trade and investment situation 
in Peru changes rapidly as a result of the government’s shifting 
responses to domestic exigencies. For the latest information and 
trade data, businessmen are encouraged to consult the Peru Desk at 
the Department of Commerce in Washington, D.C., tel: (202) 
377-2521. 











Staff in Washington 


Wouldn’t it be nice to have a 
Washington staff to keep you 
up-to-date on all. you need to 
know to steer your exporting 
business on the fast track to 
success? - : 

Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms like 
yours—American exporters who 


want to grow, and American 


‘ businesses ready to enter the 


lucrative world of exporting. 
BUSINESS AMERICA is 
more than a magazine. It’s 
virtually an exporter’s service. 
We give you country-by-coun- 
try marketing reports, incisive 
economic analysis, worldwide 
trade leads, advance notice of 
planned exhibitions of U.S. prod- 


ucts worldwide, and success sto- 
ries of firms like yours. We'll 
keep you posted on what’s hap- 
pening in government and on 
Capitol Hill that could affect 
your business and your profits. 
A subscription to BUSINESS 
AMERICA will put our export- 
ing experts at your fingertips— 
we give the phone numbers of 
our authors in every issue so you 


Mail to: Superintendent of Documents, U.S. Government Printing Office, 
Washington, D.C. 20402 
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I want to put BUSINESS AMERICA to work for me. Send me the 
next 26 issues (one year) for only $57 ($71.25 foreign). 


O 


can call with your specific ques- 
tions, and get the answers you 
need to make savvy exporting 
decisions. 


Put BUSINESS AMERICA to 
work for you. Use the order form 
below to start your subscription 
today. 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 


Se 


Here’s my check made out to the Super- 
intendent of Documents. 


L] Charge my VISA or MasterCard No. 
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(Signature) 


(Expiration Date) 





Let Us Be Your Guide... 
Commerce 
Publications 
Update 


... to the latest publications and press 
releases on business, the economy, trade, 
census trends, scientific and technical 
developments, and related topics from the 
U.S. Department of Commerce. 


Every 2 weeks, Commerce Publications 
Update lists dozens of new titles from the 
International Trade Administration, Census 
Bureau, National Bureau of Standards, 
National Oceanic and Atmospheric 
Administration, and other areas of the 
Department. Each listing includes number 
of pages, price, and complete ordering 
information and—in the case of major 
reports—a brief description of the 
contents. 

The price of an annual subscription to the 
Commerce Publications Update has been 
sharply reduced from $31 to $17. Now is an 
ideal time to begin taking advantage of this 
easy-to-use guide to a broad range of 
Government information. 

Enter your subscription to the Commerce 
Publications Update by completing and 
mailing the order form below, today. 


Superintendent of Documents Subscriptions Order Form 


Order Processing Code: a 

Charge your order. @aay) == 
* 6370 It’s easy! 
[ YES % please send me the following indicated subscriptions: 


——_—Subscriptions op COMMERCE PUBLICATIONS UPDATE, for $17.00 each per year. 


1. The total cost of my order is $ . All prices include regular domestic postage and handling and are subject to change. 
International customers please add 25%. 


Please Type or Print 


2. ta ae ——_____———— 3. Please choose method of payment: 
OT perso name 
oe Check payable to the Superintendent of Documents 
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[_] VISA, CHOICE or MasterCard Account 
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(City, State, ZIP Code) ps ccnates 2 Mise ol ei as ie: Thank you for your order! 
(Credit card expiration date) you for y 


(Daytime phone including area code) 
(Signature) 


4. Mail To: Superintendent of Documents, Government Printing Office, Washington, D.C. 20402-9371 




















